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BEFORE THE
DEPARTMENT OF TRANSPORTATI ON
WASH NGTON, D. C

Joint Application of
UNI TED AIR LINES, |NC :
and | OST-96- 1116
DEUTSCHE LUFTHANSA, A G |
( LUFTHANSA GERMVAN Al RLI NES)
for approval of and antitrust imunity

for an expanded alliance agreenent
under 49 USC 41308 and 41309

ANSVER OF AMERI CAN Al RLI NES, | NC.

Amrerican Airlines, Inc., pursuant to Oder 96-3-26,
March 13, 1996, hereby answers the joint application of United
Air Lines, Inc. and Lufthansa German Airlines for approval of
and antitrust imunity for an expanded alliance agreenent.

On Novenber 3, 1995 -- alnost four nonths before
United and Lufthansa filed their application on February 29,
1996 -- Anerican and Canadian Airlines International, Ltd.
submtted an application for approval of and antitrust immunity
for a simlar alliance agreenment (OST-95-792). Moreover, on
Septenber 8, 1995 -- alnpst six nmonths before United and
Lufthansa filed -- Delta Air Lines, Inc. and its partners
Swi ssair, Sabena, and Austrian Airlines submtted an applica-
tion for approval of and antitrust inmmunity for their alliance
agreenent (OST-95-618).



In these circunstances, it would be contrary to fair
and orderly adm nistrative procedures to nove forward with the
Uni t ed/ Luf t hansa application until the Department has acted on
t he | ong-pendi ng Aneri can/ Canadi an and Delta/Swissair/Sabena/
Austrian applications. Surely United and Lufthansa should be
required to wait their turn in the admnistrative process, and
not junp ahead of other carriers that filed applications for
simlar relief many nonths ago.

The Anerican/ Canadian application is nmore worthy of
approval than the United/Lufthansa request based on actua
mar ket pl ace conpetition. The U S. -Canada nmarket is far nore
conpetitive than the U S.-Germany market, which is dom nated by
Lufthansa. Lufthansa and its affiliates hold a 33.5 percent
share of U S. -Germany nonstop weekly frequencies, and -- as
w |l be shown below -- Lufthansa participates in a nunber of
exclusionary tactics to prevent effective CRS conpetition in
Cermany. The frequency share of Lufthansa and United conbined
Is 40 percent. Wth the exception of Delta, none of the other
12 nonstop carriers in the U S -Grmany market has a share
exceeding 8.7 percent. See Attachnent 1.

In the U S -Canada market, by contrast, the nonstop
transborder frequency share of Anmerican and Canadi an conbi ned
Is 14 percent. Air Canada has the |argest share, at 24.8

percent, followed by 31 carriers with shares rangi ng downward



from 8.6 percent. See Attachment 2. The U. S.-Canada market is
fiercely conpetitive, and is beconming nore conpetitive as new
services are added by the carriers of both countries under the
|'i beralized agreenent.

Once approval of the Anerican/Canadi an application
has occurred, the Departnent should approve the United/ Luft-
hansa application only after Lufthansa has agreed to discontin-
ue the various practices which have prevented effective distri-
bution conpetition in Germany.

As the Departnent has |ong been aware, overtly
di scrimnatory and anticonpetitive distribution practices by
carriers and travel suppliers affiliated with the Amadeus crsl
have been a constant problem since Anerican began marketing
SABRE in Europe sone 10 years ago. SABRE's nmarket share in
Amadeus countries is less than half of SABRE's share in conpa-
rabl e European markets, and proves beyond doubt that this
discrimnation has been effective.

Germany is by far the largest home market in which
Amadeus operates. Wthin Germany, Amadeus is narketed by a
company known as Start, which is jointly owned by Lufthansa,
Cerman Rail, and TUl (the largest German tour operator).

Through cross-ownership and other affiliations, Lufthansa has

~"Amadeus is jointly owned by Lufthansa, Air France,
I beria, and Continental.



orchestrated a concerted effort that has had the effect of
keepi ng the | argest tour conpanies out of SABRE, and of mni-
mzing participation in SABRE by German charter carriers.

Luft hansa has al so refused to provide inmportant functionality
to SABRE to offer a full range of services to frequent flyers
and business travelers, thus precluding airlines other than
Luft hansa/ United, and CRSs other than Start/Amadeus, from
conpeting effectively in the German market.

e Tour cCompanies. Access to tour conpanies is
essential to German travel agencies. Unlike Americans, nost
Germans use a tour conmpany when traveling for leisure. Many of
the major tour conpanies in Germany, including TU (by far the
| argest), LTU, Der Tours, and Anmeropa, are owned in whole or in
part by one of nore conpanies affiliated with Start and
Amadeus.?2 None of these tour operators has signed agreements
with SABRE. SABRE has been pursuing TU for five years, and
has no prospect of being able to distribute TU in the near
future

I ndeed, TU executives recently advised SABRE that,
in order to protect Start/Amadeus market share, they had
deci ded not to make TU avail abl e through any system other than

Start/Amadeus.  Some 4,000 travel agencies in Cermany --

2we note that NUR the second |argest tour company in

Cermany, is not affiliated with Anadeus, and does participate
in SABRE.




accounting for nearly half of all travel agency locations --
distribute TU products. Because of contractual commtnents
with TU, these agencies are precluded from selling NUR
Germany's second | argest tour conpany, neaning that these
agenci es must have a system that provides access to TU. This
huge segnment of the market is not likely to use SABRE unl ess
SABRE can distribute TUI.?

Moreover, as shown by Attachment 3, recent reports in
the German travel press regarding Tul's refusal to distribute
its products through any CRS other than Start/Amadeus strongly
suggest that Tul's boycott of SABRE is part of a auid oro quo
with Lufthansa for a reduced fee for bookings in Start/

Amadeus:

"TUI, DB [German Rail], and Lufthansa coul d
only cone to an agreenent after tough rounds
of discussions within the board of directors.
The strenuous conprom se, which resulted par-
ticularly after considerable concessions of
Lufthansa, could be brought off balance. It
coul d have been that the SABRE options had
exercised certain pressure on Lufthansa to

3The excl usionary tactics now being used by TU were al so
used by German Rail, a co-owner of Start along with Lufthansa
and TU. German Rail had allowed access to its services only
through Start/Amadeus, and refused to participate in SABRE
This discrimnatory practice helped Start/Amadeus achieve a 90
percent share of the CRS travel agency market in Germany. On
March 24, 1995, SABRE filed a conplaint against German Rail
with the German Cartel Office. Following an investigation by
the Cartel O fice, in January 1996 Gernman Rail provided the
Cartel Ofice with a conmtnent of undertakings to participate
in SABRE. SABRE is currently working with German Rail to
finalize that comm tnent.



agree to their concessions. TU however

enphasi zes that their main interest is to

protect START."

In these circunstances, it would clearly be contrary
to the public interest for the Departnent to grant antitrust
immunity to any arrangenent involving Lufthansa until these
matters have been resol ved.

e (Charters. Charters are very inportant to the
| eisure travel market in Europe, particularly in Germany. As
much as 30 percent or nore of airline bookings in Germany are
on charters, and in some cities, such as Munich, charter
flights may outnunber the flights of full service schedul ed
carriers. Some charter carriers also operate regularly sched-
uled flights and make limted seats available to last mnute
travelers. As with the tour conpanies, many of the |argest
charter carriers in Germany are affiliated with Start, Amadeus
or their affiliates. These include Hapag-Lloyd (the third
| argest German charter carrier), which does not participate in
SABRE at all, and Eurowing (the fifth largest), which partici-
pates at a materially lower level in SABRE than it does in
Start/ Amadeus.

o ssina Functionality. Through Start/Amadeus
Lufthansa provides special privileges to its nost valued fre-
quent flyers, such as seating preferences, wait list priority,

class of service upgrades, and ticketless transactions. This



Is very inportant CRS functionality, particularly for trave
agencies that serve business travelers. Lufthansa could
provide this functionality to SABRE through a variety of
technical solutions, but has refused to do so. In addition
many busi ness travelers in Germany purchase "tickets on depar-
ture" (robs), which they can pick up at the airport counter
In Germany, Lufthansa provides this inmportant functionality
only through Start/Amadeus, even though Lufthansa allows SABRE
to issue ToDs in the United Kingdom

As shown above, Lufthansa is engaging in a nunber of
discrimnatory and anticonpetitive practices with respect to
SABRE in Germany. It would be contrary to the public interest
for the Department to approve the United/Lufthansa application
until these practices have ceased, and SABRE is finally allowed
to conpete effectively in the German narket.

Respectful |y submtted,

02, <

CARL B. NIESUNESIN

Associate General Counsel
American Airlines, Inc.

April 3, 1996



ATTACHVENT 1

American Airlines, Inc.

U.S. - Germany Market Share
Nonstop Weekly Frequencies

Operated Roundtrip Frequencies 1/

LH, United and Affiliates Lufthansa 105 32.5%
Condor 0.5 0.2%|2/

Lauda 3 0.9%

Total 108.5 33.5%

United 21 6.5%

LH, United and Affiliates Total 129.5 40.0%

Delta 77 23.8%

USAIr 28 8.7%

American 21 6.5%

Northwest 15 4.6%

Continental 14 4.3%

LTU 13 4.0%

World a 2.5%

TWA 7 2.2%

Singapore 4 1.2%

Air New Zealand 3 0.9%

PiA 3 0.9%

Kuwait Airways | 0.3%

Grand Total 323.5 100.0%

l/Totals may not add due to rounding.
2/ Round robinFrankfurt - San Juan - Antigua-Frankfurt.



ATTACHVENT 2

U.S. - Canada Transborder Market Concentration
Before and After Alliance

Frequency HHI Frequency HHI
Share Score Share Score
Rank Operating Carrier Before Before After After
1 Air Canada 24.84% 616.80 24 .64% 616.60
[ American 8.59% 7371 a0096 1/ 0.00 1/
3 Business Express 2/ 6.86% 47.27 6.86% 4727
3 Northwest 6.86% 47 .27 6.88% 47.27
5 Delta 6.45%  41.57 6.45% 41.57
6 United 5.69% 32.39 5.69% 32.39
7 Canadian 5.43% 28.451——P» 1401% ¥ 196.37 ¥/]
8 USAir 4.93% 24.35 4.93% 24.35
a Horizon 2/ 4. 93% 24.35 4.93% 24.35
10 Air Ontario &/ 4.54% 20.61 4.54% 20.61
11 USAir Express 2/ 3.98% 15.84 3.98% 15.84
12 Air BC & 2.60% . 6.75 2.60% 6.75
13 Comair 2/ 2.43% 5.93 2.43% 5.93
14 Flagship Airlines 4/ 2.30% 5.30 230% 5.30
15 Mesaba &/ 1.97% 3.90 1.97% 3.90
16 Air Alliance & 1.02% 1.04 1.02% 1.04
17 Air Nova &/ 0.95% 0.91 0.95% 0.91
18 Kenmore Air Harbour 0.69% 0.46 0.69% 0.48
19 Ontario Express 8/ 0.66% 0.43 0.66% 043
19 Time Air & 0.66% 0.43 0.66% 0.43
21 Air Atlantic &/ 0.63% 0.39 0.53% 0.38
22 America West 0.46% 0.21 0.46% 0.21
22 Continemal 0.46% 0.21 0.48% 0.21
22 Reno Air 0.46% 0.21 0.46% 0.21
2s Midwest Gpress 0.39% 0.16 0.39% 0.16
26 Skyway Airlines &/ 0.36% 0.13 0.36% 0.13
27 Batish Airways 0.23% 0.08 0.23% 0.05
26 Alr North 0.20% 0.04 0.20% 0.04
29 AthabaskaAirways 0.13% 0.02 0.13% 0.02
29 Columbia Pacific 0.13% 0.02 0.13% 0.02
31 Royal Air Maroc 0.10% 0.01 0.10% 0.01
32 Taquan Air Service 0.03% 0.00 0.03% 0.00
Total 100% 1,000 100% 1,093
Change In HHI Score +93  +9.3%

1/ American and Canadian combined below.

2/ Reglonal alriine partner Of non-alliance carrier(s).
3/ American and Canadian combined.

4/ Regional airdine partner of American.

8/ Regional airfine partner of Canadian.

Source: Publishedairlineschedules.EtiectiveNovember1Q, 1988.
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TRANSLATION

Ar.i ideus Owners must agree to the START Alliance

S.' BRE threatens TUI with the Kartellamt

FV1.158.3.96 TUI's refusal had the effect of a cold shower for SABRE. During
the B, TUlexacutive Or. Relf Corsteninformed top SABRE man in Europe, Eric
Sp: 1 k, that TUl will not open itself to otherv. CRSs  This dacision is intendad to
suf | ort the START- Amadeus Allianne.

SA ! RE sces its own ambitious plans to win touristic travel agencies in
Ge .1any unjustly stopped, and will undertake investigative steps on the
posiion of TUT with the Kartellant. In the same manner, SABRT: has already
for: d an opening of the local rail DB. The Kartellamt will have to ask the
que: ion now if the strong TUI market position can be compared with the
MO | spaly position of the Deutsche Bahn, and whether for that reason TUls
bet i viour can be considered an abuse. For TUT, their opening up to other
CR ‘1 is not feasible for two reasons, which hoth resulted out of the
agr : ment of their alliagce with Amadeus.

For ne, the alliance with Amadens means 4 narketg channel for TUI in the
oth: EUropean couatries, since a part Of the alliance is the integration of
ST.' QT functionalities into the Araadeus System, The necessity to distribute
thre - gh olher systems will become superfluous, at least in those countries
with @ strong Amadeus presence. In those with a weak representation the
ST, T-Amadeus tandem will be forced to win over market shares.

The iecond reason is more Of a business nature. TUI, DB and Lufthanse
cou only come to an agreement after tough rounds of discussions within the

boa - Of directors. The strenuous compromise, which resulted particulacly

afte - sonsiderable concessions of Lufthansa, could be brought off balance. Tt

cou + have been that the SABRE options had exercised ecriain pressure on

Luf | ansa to agree to their concessions. TUI howcver emphasizes that their

mai ,interest iSto protect START.



ST : RT and Asmadeus allianck encompasses four areas.

Int - nationally Amadeus takes charge of the marketing and sales for
the: selves and thewr subsidiary START, thus unking void of the issue of
sal : in foreign connuies.

ST RT equipment in those foreign countries will be kept however. The
tec: ucal serting-ups and connections to START system will even be
ext : ided to further countries such as thosc in Eastern Ewope. Amadeus had
dec ! red that all of START assets will bo used to their full extent. The
rel: vely short time frame for a START justallation tmight result in a stronges
An . deus position in Great Britam.

Tl second arca of alliance is the intcgration of START functionaliics into
the unadeus system. From non-air proceduresto back office systemin
ST.! T mode, Amadeus wants to go international and will market the
pro. icts.

In « rder 10 establish grousd to the adaptation process and further
dev : opment works needed within the Amadeus group, Amadeus will take up
50° i shares in WART computer studies. By the same token, this step will
sofi 1 vup any competition jssues with the Amadeus software house.

The ‘ourth arca of the alliauce is START main data base. It will stay in
Fra | furt aslong asthe transfer to Amadeus data base in Erding not proveto
gua ' htce permanent economic advantages.

TU. and DB had reserved themselves the right to have. a saying in the
dec : on making process Of any START functionality . “WC do not wish to
hav :anything developed in Germany that cannot be marketed at all” declares
DB 1tirector, Mr, Hein?. Nenhaus. This aim can be reached if the competent
dev:-: 3pment decision makers do stay i Fraukfust.



LE. Jirector Hemj6 Klein. also mewber of the Amadeus board of directors . .
wii | defend these arrangeruents in talks with the other Amadoeus owners. The
An  deus executive board has consented and signaled that the Ifs and Whens
for 18 Amadeusboard of directors have becomeuncertain, since Air France
IS : mdivg new representatives. This mcons a possible delay for an
ag: :ment.

Ye SABRE will not give up its aiius in Gennany without a fight. Vice
Pre: dent Eric Speck intends to use up all |egal means. Besides the option of
the Jartellamt, other EC options Will be revised by lawyers. In order to
apy « uch theissue of the conduct code for CRS and their owners, mainy
que: ions will need to beraised: is START aCRS according to the EC rules,
or " 1s it become onc by way of its alliance ? Do the non discrunination
pro . sdures apply only to the airline owner S, or should they not be spread out
to :. wider range? Eric Speck reports: * Dr. Corsten claimed in the end that
this :ourse of action was not done by a tour operator in seavch of wider sales
hor . ont but was rather steered through the 1ook of # computer resivation
sys:'m *.
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